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better of the argument as to whether 

1928 is to show improvement over 

1927 or the reverse. The last quarter 

of 1927 showed a let-down of activity 
which caused misgivings about the new year, 
but the first quarter of 1928 showed recovery, 
the second quarter gave increased confidence 
and the beginning’of the third quarter has es- 
tablished a general belief that the year’s record 
will surpass that of 1927. 

Retail trade has improved with the advent 
of more seasonable weather than that of the 
Spring months or June. The crop situation as 
a whole is good, with the prices of most agri- 
cultural products better than last year, the 
iron and steel industry is having the greatest 
year in its history, which is significant of gen- 
eral industrial activity. The employment sit- 
uation is better than at the beginning of the 
year, and the national income is increasing. 
The country is holding its own in foreign 
trade and although it has lost approximately 
$600,000,000 in gold during the past year, the 
financial situation is essentially sound. In- 
terest rates are higher, but this is to be re- 
garded as a wholesome development, the effect 
of which will be to curb the tendency to un- 
desirable credit expansion. 


The Iron and Steel Situation 

The American Iron and Steel Institute re- 
ports that steel ingot production in the first 
half of 1928 made a new high record in the 
history of the industry, the total being 24,792,- 
883 tons, against the previous record of 24,- 
153,809 tons in the first half of 1926. Moreover, 
the latter figures include crucible and electric 
steel, which are no longer reported by the In- 
stitute. For the corresponding period of 1927 
the figures are 23,807,307 tons. Inasmuch as 
buying has been understood to be for prompt 
use only, it is believed that consumption cor- 
responded closely to production. 

Steel production has been unusually well 
sustained in July, running at approximately 75 
per cent of capacity and the outlook is for a 
new record for the year. Unfilled orders of 
the United States Steel Corporation on June 
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HE optimist now has distinctly the 


30 were up 220,187 tons from the figures of 
May 31, and 363,576 tons from those of June 
30, 1927. In view of record-breaking produc- 
tion and shipments in the preceding six months 
this is very encouraging. Prices have been 
slightly stronger in the second quarter. All 
producers complain of the necessity for con- 
stant expenditures upon new plant and in- 
ability to obtain adequate remuneration. Mr. 
James Campbell, of the Youngstown Sheet 
and Tube Company, referring to the dismantl- 
ing of several of that company’s furnaces, is 
quoted as saying: 

The rapid depreciation of manufacturing facilities 
is one of the distracting problems of management. 
Anything built six months ago is almost obsolete; 
it is a very difficult situation. 

Net profits of the U. S. Steel Corporation 
for the second quarter were $25,869,000, or one 
per cent below the second quarter of 1927. 
For the first six months of this year the figure 
was $47,210,000, as compared with $52,465,000 
for the same period of 1927—a decrease of ten 
per cent. 

The net income of the Bethlehem Steel Cor- 
poration in the first sim months, after interest, 
depreciation, depletion, etc., and before pre- 
ferred dividends, was $7,914,000, against $10,- 
666,718 in that period of 1927. The President 
states that average billing prices were $2 per 
ton less in the second quarter than in the sec- 
ond quarter of last year, but 53 cents higher 
than in the first quarter of this year. 

The “American Metal Market” for last week, 
said: 

The steel making industry has developed a strong 
feeling of confidence in its future, as to tonnage and 
prices alike. Tonnage is taking care of itself and the 
mills feel much more assurance that they will be 
able to take care of prices. The sheet, strip and tin 
plate mills are all having the busiest July in their 
history, experiencing little or no curtailment in 
demand, 

Pig iron production in the six months was 
under the corresponding period of last year, 
but has been exceeding that record in June 
and July, and is expected to do so in August. 
It is now thought probable that it will make 
a new high record for the eight months’ period. 

The record six months in steel production 
and sales is highly significant not only of exist- 
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ing conditions but of general business develop- 
ment, for these deliveries of crude steel pro- 
duction represent orders for finished steel 
products of many kinds, yet to be executed. 
Furthermore, they represent increasing pro- 
ductive capacity in numerous industries and 
are significant of a present rate of industrial 
progress unparalleled in our history. 

Of the same character is the showing of 
activity in the production of all kinds of ma- 
chinery. In our July number we attempted to 
say that the Iron Age had reported orders for 
machine tools in the first six months as 15 
to 20 per cent over the figures for that period 
of last year, but by a misprint the word of was 
used instead of over, conveying a very differ- 
ent meaning. This is a correction. 


Automobile production, building construc- 
tion, the agricultural implement business, and 
a very active canning season have been im- 
portant factors in steel activity. Railroad pur- 
chases have been comparatively light, the 
slackest industry in the country being the 
railroad equipment industry. The reason for 
this seems to lie in the increased operating 
efficiency. Locomotives and freight cars 


not only have much greater capacity than 
formerly but are kept in movement more con- 
tinuously. 


The F. W. Dodge Corporation reports that 


the volume of construction contracts in the 
first six months was greater than in any cor- 
responding period. The volume increased 
every month from the beginning of the year 
and with the exception of March each monthly 
total was greater than that of the correspond- 
ing month of last year. The half year is 8 per 
cent ahead of same period last year. 


Agricultural Implements 


Of special interest is the great activity 
among the manufacturers of agricultural im- 
plements, whose sales are surpassing all rec- 
ords. Seventy-three of these companies had 
aggregate sales in May, 1928, 25 per cent above 
those of May, 1927, and for June the increase 
over the preceding June was 18 per cent. The 
annual canvass of the Department of Com- 
merce reveals that harvesting machinery pro- 
duced in 1927 had a value 24.3 per cent greater 
than in 1926. The new combined harvester 
and thresher was an important factor in this, 
but the significance is broader than an ex- 
planation which refers to any one machine. 

The Deere Plow Company is expending $5,- 
000,000 upon its manufacturing plant at Water- 
loo, Iowa, for the purpose of increasing its 
working force by 2,000 men in the production 
of tractors. The Gleaner Combine Harvester 
Corporation, of Kansas City, a company or- 
ganized a few years ago to manufacture com- 
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bines, has reported earnings of $569,687 in the 
first six months of 1928, or $29 per share on 
its common stock. Mr. F. B. Nichols, manag- 
ing editor of the Capper Farm Press of 
Kansas, in a speech made before the recent 
convention of advertising clubs at Detroit, 
said he felt the farmer’s sound financial status 
was pretty well indicated by the rise of Inter- 
national Harvester stock from $99 to $289 a 
share in eight years. 


There is reason to believe that the real sig- 
nificance is in the change from horse-power to 
motor-power. The first use of the tractor was 
simply as a substitute for horses, drawing 
the same type of farm machinery, but 
now all farm machinery is being adapted 
to tractor power, with the result that the 
capacity of man-power is greatly increased. 


Mr. Thomas D. Campbell, who as Presi- 
dent of the Campbell Farming Corpora- 
tion is directing operations on about 95,000 
acres of land in Montana, has an article in the 
June number of the Magazine of Business*, 
telling of his own experience with motor- 
driven machinery. He says: 


Labor costs per acre on our job, at $6 a day for 
engine operators, are less than they were 30 years 
ago when the standard wage for “hired help” on the 
farm was $26 a month and board. 

We have developed large power units and hitches 
whereby we can plow an acre of land at a labor cost 
of 27 cents, seed it for about 7 cents an acre labor cost, 
double-disk it for 10 cents an acre, and harvest and 
thresh it at a labor cost of 40 cents an acre. 


The present combine, at its reasonable cost, is the 
most outstanding development in agricultural mach- 
inery that has ever been accomplished. It has done 
more to reduce the cost of harvesting and threshing 
than any other method which has been developed up 
to this time. 


Mr. Campbell says that what has been done 
is only the beginning of changes which will 
greatly reduce production costs: 

The engineer and the industrial chemist will do 
for agriculture what they have done for other in- 
dustries. It will not be long until many products 


will be made from material which is now wasted on 
the farm. 


Professor M. L. Wilson, Agricultural Econ- 
omist of the Montana Experiment Station is 
quoted as recently saying: 

“Three years ago there were few farmers any- 
where in the world who produced wheat with less 
than eight hours of man labor to the acre. Today 
many well organized, efficiently operated tractor 


wheat farms raise their crops with only two hours 
of man labor per acre.” 


Plows, harrows, discs, mowers, rakes, seed- 
ers, corn-planters, corn-cultivators, potato- 
diggers and machinery for doing practically 
all kinds of field work by motor-power are 
now offered to the public. One man with a 
three-row corn cultivator does three times 
the work formerly done by one man with a 


* Published in Chicago. 
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one-row cultivator, and in plowing, discing 
and mowing the gain is greater.* 


The Crops 

The weather of the past month has been fav- 
orable to all the principal crops and great im- 
provement in their condition is reported. The 
wheat crop of the middle west, not including 
the region west of the Mississippi River, came 
through the Winter in very poor condition. In 
the four states of Ohio, Indiana, Michigan and 
Illinois nearly two-thirds of the sown acreage 
was abandoned as winter-killed. In the spring 
wheat section of the northwest the crop suf- 
fered from drought until June, and probably 
has not fully made good the failure to make 
root growth at that time, but under the in- 
fluence of June rains it has made better gains 
than were thought possible. The small grain 
of the region from Minnesota to the Pacific 
Coast is not as good as last year, but it is 
better than an average crop. 

On the other hand the Southwest has pro- 
duced perhaps the best crop of its history, 
Kansas leading with 168,000,000 bushels of 
wheat, according to the Government estimate. 
This crop has been harvested largely by the 
combine, with little extra labor. It comes 
from the harvesting machine threshed, with all 
the labor of shocking, stacking and a separate 
threshing operation eliminated, and as a rule is 
delivered immediately at the railroad station. 
The result has been a flow of wheat such as 
never was seen before. The Northwestern 
Millet, of July 18, has the following dispatch 
from Kansas City: 

Perry C. Smith, of the grain department of the 
Larabee Flour Mills Co., who returned last week 
from a wheat buying trip to Oklahoma and the Texas 
panhandle, says that in all of his experience in the 
grain trade he never saw such a flood of wheat as in 
northern Texas. At one town in that district, a little 
local elevator loaded out 80 cars in one week. At 
Spearman six elevators loaded night and day. He 
counted 40 trucks waiting to unload at one elevator, 
and there seemed to be about equally long lines at 
the other houses. In addition, 12 cars were being 
loaded with track loading devices or by scoop shovel, 
and wheat was piled on the ground for a distance of 
nearly half a mile,—a quantity estimated at 500,000 


bus. It was believed that more than 2,000,000 bus. 
wheat would be shipped from this one station. 


The Government report as of July 1, esti- 
mates the total wheat production of this crop 
at 800,000,000 bushels, which compares with a 
five year average of 808,000,000 and 873,000,000 
bushels in 1927. Inasmuch as the crop has been 
gaining since the estimate was made, it is 
probable that the final returns will be greater 
than these figures. 





The Canadian crop is giving great promise. 
The acreage is larger than last year by at 
least a million acres, and growing conditions 
were rated at 102, which means two per cent 
better than what is commonly reckoned 100 
per cent. Estimates vary from 450,000,000 
bushels to above 500,000,000. 

The rosy reports from Canada and our own 
Southwest have had a depressing effect upon 
the price, now down to about $1.20, or a decline 
of 50 cents from the high point in May, when 
the outlook for both the winter and spring 
crops was at its worst. Hedging sales, by 
dealers, millers and producers have been very 
heavy, and the speculative market has had to 
carry an unusual burden. 

The corn crop is making fine progress, and 
in the trade is commonly estimated at 3,000,- 
000,000 bushels. The price has broken to be- 
low 80 cents on the December delivery, in- 
fluenced by a Government report indicating a 
falling in the pig crop and the known short- 
age of beef steers. Corn is dependent upon 
live stock to consume it. The yield of oats also 
is larger than last year. 

Although corn is lower, the farmers may be 
consoled by the fact that all kinds of live stock 
are bringing higher prices than last year, and 
the same is true of dairy products, eggs, poul- 
try and wool. 


The Cotton Production and Consumption 


The cotton crop made very poor progress 
up to July Ist, owing to drought in portions of 
the belt and excessive moisture elsewhere, 
and in the latter part of June the price ad- 
vanced to a high of 2234 cents per lb., on the 
October delivery. Notable improvement oc- 
curred in July, and when the government 
estimate of acreage under cultivation on July 1 
showed an increase of 11.4 per cent over last 
year the market was given a sharp back-set. 
The number of acres is 46,695,000, which is 
next after 48,000,000 in each of 1925 and 1926, 
but the market does not appear to have taken 
proper notice of the Bureau’s statement that 
the reported stand of cotton is 6 per cent be- 
low that of last year. 

The weather and the weevil are both such 
uncertain factors in the making of the crop 
that an estimate at this time is little better 
than a guess. Prevalent opinion is that with 
fair conditions, the yield probably will be from 
14,000,000 to 14,500,000 bales, which is less 
than the usual consumption of American cot- 





*Upon this subject a new book has been issued 
recently, in which Professor Edward S. Mead, of the 
Wharton School of Finance, University of Pennsyl- 
vania, has collaborated with Professor Bernhard Os- 
trolenk for ten years Director of the National Farm 
School, at Doylestown, Pennsylvania. These authors 
Say that agriculture is entering upon an industrial 
revolution comparable to that which resulted from 
the substitution of steam power for man-power in 
industrial uses. Professor Mead is well known as the 
author of several books upon finance and Professor 


Ostrolenk is responsible for the high reputation of 
the Doylestown School, which operates 800 acres of 
cultivated land. Their book is not a farm manual, 
but a very intelligent discussion of new conditions in 
agriculture, and the present expansion of the imple- 
ment business testifies to the view which they ad- 
vance. The title of the book is “Harvey Baum—A 
Study of the Argicultural Revolution” and publication 


is by the Press of the University of Pennsylvania. 
Philadelphia, 
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ton. Garside’s cotton service estimates con- 
sumption in the crop year just closed at 15,- 
700,000 bales and the total carry-over at home 
and abroad at 4,900,000 bales, which compares 
with 7,758,000 carried over last year. 

This showing indicates that with a crop not 
exceeding 15,000,000 bales, cotton will be in a 
strong position. The cotton goods industry is 
slack all over the world, but apparently this 
is not due to diminishing consumption, but to 
over-development of the industry, together 
with a new practice of running double shifts 
for the purpose of lowering the percentage of 
overhead. In 11 months to end of June, con- 
sumption by mills of the country was 6,393,- 
946 bales, against 6,619,820 bales in the corre- 
sponding period of last year. Exports from 
August 1, 1927 to and including July 27, 1928, 
aggregated 7,556,000 bales, which compares 
with 10,963,000 bales in the corresponding per- 
iod of last year. The world’s visible supply of 
American cotton is about 1,340,000 bales lower 
than at this time last year. The New York 
price is about 20 cents per pound. 


Labor Troubles 


The long controversy in the coal industry 
over the Jacksonville wage scale has finally 
come to an end, in the abandonment of the 
scale as has been foreshadowed for more than 
a year. The agreement began April 1, 1924, and 
terminated by its terms on April 1, 1927. The 
union districts lost business steadily and the 
non-union districts steadily increased their 
production during the term of the agreement, 
and when the term expired few operators were 
willing to renew it. The United Mine Work- 
ers organization made a stubborn fight, but 
finally, in the early part of last month, a meet- 
ing of the Council adopted a resolution permit- 
ting the unions of all districts to make their 
own terms with the operators. 

The effect will be to start up operations in 
union fields where little has been done within 
the past year or more, and to this extent it 
probably will intensify competition. The big 
producers of the Pittsburgh district broke away 
from the union last year, and have been grad- 
ually increasing production since. It is note- 
worthy that the mines controlled by the United 
States Steel Corporation were the last in the 
Pittsburgh territory to lower wages below the 
Jacksonville scale. 

The abandonment of the scale will have 
little effect upon prices, because non-union coal 
has been making the price level for several 
years, and production generally has been at 
little or no profit. The unsatisfactory condi- 
tions existing in the industry, both as regards 
labor and invested capital, have been set forth 
in these columns heretofore. 

The strike in the New Bedford cotton mills 
has lasted more than three months and neither 


side gives any sign of weakening. The dis- 
agreement is a result of the depressed condi- 
tion of the textile industries of New England. 
It is natural for the wage-earners to resist re- 
ductions, but on the other hand it is natural 
for employers to decline to continue manu- 
facturing operations at a loss, and it is notori- 
ous that many of the oldest and best known 
textile companies in New England have been 
losing money. 


Money and Banking 





The credit situation, already tight, was sub- 
jected to additional pressure by the mid-year 
settlements and the shifting of funds inciden- 
tal to the large interest and dividend disburse- 
ments at that time. Call money advanced to 
10 per cent for the first time since November, 
1920. The fact that National banks usually 
are called for a public statement as of June 30 
was a factor in the pinch, as these banks pre- 
ferred not to increase their use of Reserve 
credit over that day. However, Reserve dis- 
counts and advances increased from $991,000- 
000 on June 20 to $1,191,000,000 on July 3, or 
by $200,000,000. Following, they declined to 
$1,012,000,090 on July 18, then rose to $1,025,- 
000,000 on July 25. Thus on this item the Re- 
serve banks are up $34,000,000 since June 20, 
while on open market operations they are 
down $36,000,000. Considering that this is 
the inactive business season, and that the Re- 
serve authorities have been desirous of reduc- 
ing their outstanding credit by a substantial 
amount in this season, in order to be able to 
expand in the Fall months without a continu- 
ing process of expansion, the showing must be 
considered decidedly disappointing. It affords 
no encouragement as to easier conditions in 
the money market. On the contrary, it indi- 
cates that money will be more stringent when 
the usual Fall demand sets in, if natural con- 
ditions are allowed to govern: that is, unless 
the Federal Reserve authorities deliberately 
intervene, with a sacrifice of reserves, to re- 
lieve the situation from the natural results of 
the unfortunate expansion of credit in the first 
half of the year. 


Current Money Rates 


Since the mid-year pressure relaxed, the rate 
for call loans has ranged at 5 to 8 per cent, 
and after the middle of July quieted down to 
5 to 6 per cent. The most significant feature 
of the market has been the strength of time 
money. Upon stock exchange collateral for 
all maturities the rate is now 6 per cent. Com- 
mercial paper, best names, has been 5% to 5%, 
with increasing firmness; customers’ paper 
the same. Bank acceptances were advanced 
on the 26th by ™% of 1 per cent for all 
maturities, making the dealers’ bid rate for 
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paper of ninety days and under, 434 and up to 
5% per cent for 180 days. These acceptances 
are the highest type of commercial credit and 
as the new rates mean 5% to 6% to the taker 
of credit it is probable that rates on all other 
forms of credit will rule above these figures. 

The new rates for acceptances are the high- 
est since October 1921; and approximately 1% 
per cent higher than at the beginning of this 
year. The volume of acceptances outstand- 
ing was above $1,000,000,000 on the first of 
each of the first six months of 1928, which is 
the largest volume since this form of paper 
has been commonly known in this market. 
Last Fall the low rates prevailing here had 
the effect of shifting from London and other 
foreign markets an important share of inter- 
national trade financing of this class, but it is 
probable that the rates now prevailing will 
cause a return shift. Bills rates in London 
now are 4 per cent under the New York rates 
and Paris is approximately 1 per cent under 
London. 

The Boston, New York, Richmond, Atlanta, 
Chicago, St. Louis and Philadelphia Reserve 
banks now have the 5 per cent rate for all pa- 
per, while the other five Reserve institutions 
are still on the 4% basis. The opinion is general 
among the Reserve authorities that permanent 
credit expansion must be kept in check, but 
there is no wish to prevent or penalize the nor- 
mal expansion required by business in the Fall 
months. 

The Gold Movement 


The exports and imports of gold from and 
to the United States in the period September- 


July inclusive, are shown by the following 
table: 


EXPORTS OF GOLD 



































To July, 1928 11 Mos., Sept.-July 
$89,225,000 $345,780,000 
20,000,000 
3,000,000 11,000,000 
United Kingdom ....... 41,047,000 
Netherlands. ................ 12,055,000 
CERIN cascevhasicassnidicsantes 25,431,000 
BPG, sistetrarssisvoms 130,790,000 
I Sencncehancntcctenassnnennss 3,000,000 58,084,000 
IE I mccain 931,000 74,382,000 
Total Exports...... $96,156,000 $718,569,000 
IMPORTS OF GOLD 
From 
CRE, picinamiccsirecone $15,600,000 $ 93,655,000 
Central America ........ 1,717,000 
EET 4,061,000 
COMME, ssccssceiescrecsess a 1,110,000 
TECUREOE  ciccsccescerctccocesse we 2,173,000 
Cn 5,200,000 
United Kingdom ....... 19,000 
BRD UII eirccnssasisnsssssssce 545,000 18,732,000 
Total Imports...... $16,145,000 $126,667,000 
Net Exports ....... $80,011,000 $591,902,000 


Although France still has a very substantial 
amount of credit in this country, current in- 
formation is to the effect that withdrawals 
are practically completed for the present. The 





121 


August, 1928 





reorganization of the French monetary sys- 
tem, including re-establishment upon the gold 
basis is accomplished. The Bank of France has 
sufficient reserves in vault to support present 
credit requirements there, and interest rates 
now prevailing here are high enough to make 
this the most profitable market for the em- 
ployment of their surplus. 


The Changed Credit Situation 


Notwithstanding all the publicity which the 
outward gold movement has received, the 
public does not seem to be impressed that the 
movement need involve any change in bank- 
ing and credit conditions in this country. Ap- 
parently many people fail to see why the 
banks may not go on expanding credit as free- 
ly as when gold was flowing into the country. 
The rise of interest rates is a common subject 
of criticism in business circles, and of con- 
jecture as to how long it will last and from 
what source relief will come. In some quar- 
ters the belief seems to be held that money is 
being made artificially dear, and that the Re~ 
serve banks are trying to regulate something 
that is none of their business. 

Some excuse for the failure of the general 
public to grasp the full significance of the gold 
movement may be found in the utterances of 
authorities on the subject in the past. Econo- 
mists and bankers have been in agreement for 
several years that further imports of gold were 
undesirable, the Reserve authorities have been 
understood to be favorable to exports rather 
than imports, and assurances have been given 
that a large reduction of our reserves might 
occur without fundamentally disturbing the 
credit structure of the country. Why, then, 
somebody asks, should the loss of $500,000,- 
000 or $600,000,000 of gold seriously change 
the credit situation? 

Reply may be made as follows: (1) The 
opinion that further gold imports were unde- 
sirable was based upon belief that they would 
tend to produce inflation, with an increase of 
speculative activities, which probably would 
involve embarrassment and losses eventually ; 
and (2) that the Reserve banks if conserva- 
tively managed, with the obligation to main- 
tain gold payments in view, would be able to 
supply the required sums for export without 
forcing credit contraction. 

These views have been justified to this time. 
The credit situation would be stronger today 
if the gold which has been exported in the 
past year never had come into the country and 
been made the basis of credit here. The Re- 
serve banks have made good the expectation 
that they would supply the gold for export 
without curtailing credits, but their remaining 
reserves must now carry the increased amount 
of credit. Their ability to supply more 
gold for export is unquestioned. All this 
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is as predicted, but no well-informed person 
ever has said that it need make no difference 
in our banking policies whether gold was com- 
ing in or going out at the rate of hundreds 
of millions per year. 


The Function of Gold Reserves 

Every banker knows that it does make a 
difference, for he knows that his own lending 
power depends upon his reserves and that the 
aggregate amount of bank credit which can be 
outstanding in this country depends upon the 
system’s aggregate holdings of gold. 

A great part of the discussion which is cur- 
rent upon the subject of credit stringency, and 
particularly upon stock exchange loans, is very 
much beside the mark. Much testimony is 
offered to the effect that brokers’ loans do 
not bear an undue ratio to the value of the 
turnover on the exchanges or the value of the 
securities pledged for them. This is important 
of course in its way, but the question at the 
moment is not one of security but of reserves. 
Much is. said of the rapidly growing wealth 
of this country and what this means for its 
important corporations in the future. All of 
this may be admitted, and there is nothing 
to prevent anybody from discounting the fu- 
ture as far ahead as he wants to, providing he 
is able to buy without using bank credit; but 
the lending power of the banks is limited by 
legal reserve requirements. 

Perhaps 90 per cent of the talk about credit 
restriction would be eliminated if it could be 
generally understood that the member banks 
are constantly up to the limit of their reserves. 
The banking resources of this country are 
ample for all banking purposes, but this does 
not signify that the banks are able to supply 
all the credit that might be justified by the 
aggregate wealth of this country. The found- 
ers of the Reserve system thought it prudent 
to limit the expansion of bank credit by re- 
quiring a certain percentage of reserve to be 
maintained in the Reserve banks against all 
deposit liabilities, and loans cannot be in- 
creased without increasing deposit liabilities. 

During all of the years in which our gold 
reserves have been increasing, credit has been 
abundant and cheap. The Reserve banks have 
had little control over it, for their control only 
begins when the member banks apply for Re- 
serve aid. Nobody can control the money 
market when supply exceeds demand, as it 
did in those years. The excess above the needs 
of industry and trade naturally flowed into the 
securities market and promoted the great ad- 
vance of prices. 

It will help to an understanding of condi- 
tions in the security markets to realize that 
the funds which were coming to them so free- 
ly in the past were surplus funds, not needed 
in trade, and that the supply of these has been 
cut off. This of course does not signify the 


end of all things, but only the end of abnormal 
conditions. We will continue to have industry 
and trade, and savings and profits will make 
a market for securities in a normal way, but 
the exhilarating effects from time to time of 
having $10,000,000 of gold create $100,000,000 
of purchasing power for the market will be 
missing. ‘That is not the normal manner of 
wealth creation, and we are getting back to 
routine business. 


Federal Reserve Credit 


The idea seems to have lodgment in many 
minds that the stringency is due to a sudden 
change of policy on the part of the Reserve 
banks. Reference is made to the lowering of 
discount rates in August last year as tending 
to encourage credit expansion and in contrast 
with the raising of rates since. It is forgotten 
that a year ago there was a strong probability 
of gold imports, which would have exerted 
a much more powerful influence for credit ex- 
pansion than the reduction of the discount rate. 
The rate reduction had the expected effect of 
moving the sterling exchange rate further 
away from the gold import point, which was 
considered the most important desideratum at 
the time. 

The Reserve banks had only $400,000,000 of 
discounts and advances at the end of August, 
1927, and $1,059,000,000 of outstanding credit 
in all forms, which is about as little as 


they could have and be a factor in the banking 


situation. The Federal Reserve Act contem- 
plates that they shall be a stabilizing factor in 
the credit situation, rather than a principal 
source of credit. The purpose in establishing 
the system was to provide a final reserve of 
credit, to be administered under such restric- 
tions that it would be kept in the highest pos- 
sible degree of liquidity and devoted exclus- 
ively to maintenance of the gold standard and 
support of the regular activities of trade. The 
Reserve banks were not to finance invest- 
ments or speculation. Central banking had 
been known in other countries, but the impulse 
to its adoption in this country came from the 
general suspension of cash payments by banks 
throughout the country in 1907. The new re- 
serve system was to give assurance that such 
a disaster never would happen again. 

To this end the act provides that no paper 
shall be eligible for discount at the reserve 
banks unless it represents bona fide commer- 
cial transactions, i.e., the movement of goods 
from production into consumption, or is se- 
cured by government obligations, the last con- 
dition being primarily to aid government 
financing. 

The Reserve banks have not departed from 
the policy thus prescribed, although upon their 
own initiative, under a further provision of the 
act, they have bought and sold United States 
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government securities from time to time for 
the purpose of stabilizing the money market. 
By this method they have released enough 
reserve credit during the past year to main- 
tain stability in member bank reserves. Not- 
withstanding the gold exports the consolidated 
statement of reserves of all member banks as 
of July 20, 1927, shows them at $2,300,585,000, 
and for the corresponding day in 1928, July 18, 
at $2,306,632,000. The total of bills and securi- 
ties of the Reserve banks on the first-named 
date was $975,770,000 and on the second- 
named date $1,402,624,000, an increase of $426,- 
800,000. 


The Existing Stringency 


It is clear that the stringency in the money 
market has not been due to the policy of the 
Reserve banks. On the contrary their policy 
has saved the market from a contraction of 
credit which without their intervention would 
have created a crisis of the first magnitude. 

This stringency has resulted from an in- 
creasing demand for credit outside of com- 
mercial uses, shown mainly in the increase of 
brokers’ loans. The Federal Reserve reports 
of this class of loans by its New York City 
members, show an increase from $3,059,000,000 
on July 20, 1927, to the high mark of $4,563,- 
000,000 on June 6, 1928, from which they have 
since declined under the pressure of high in- 
terest rates to $4,184,000,000 on July 25, 1928. 

This demand for credit is outside the field 
which Reserve credit is intended to cover. 
Reserve banks are not authorized to lend upon 
Stock Exchange collateral, and if funds bor- 
rowed upon eligible collateral are diverted to 
the security markets the law is violated in the 
spirit if not in the letter, for the intent to 
maintain a reserve fund exclusively for com- 
mercial purposes is to that extent defeated. 

It does not appear that any way can be de- 
vised for completely preventing such diversion 
of Reserve credit. Neither the Reserve bank 
nor the member bank which obtains the cred- 
it by the use of eligible collateral can control 
the use of the credit after it has passed to the 
borrower. Furthermore, the borrower him- 
self may use it for a commercial purpose, but 
the recipient from him may use it as he pleases. 

Therefore the only absolutely effective check 
upon credit expansion is by making credit suf- 
ficiently costly to alJ borrowers. 


An Analysis of Brokers’ Loans 


With this explanation the reader will be in- 
terested to study the following table showing 
the sources of brokers’ loans, as of January 4, 
June 6 (high total) and July 25, 1928. All of 
these loans were made by member banks of 
New York City, in part for their own account, 
and in part under instructions from out-of- 
town banks and other customers, as shown: 


July 25 June6é Jan. 4 
For own acct. $ 823,516,000 $1,167,000,000 $1,511,000,000 
For out-of- 
town banks 1,551,758,000 1,642,000,000 1,371,000,000 
For others.... 1,771,000,000 1,754,000,000 928,000,000 





$4,184,000,000 $4,563,000,000 $3,810,000,000 


If this table was carried back to the begin- 
ning of May, 1926, only a little more than two 
years ago, it would be found that the total of 
brokers’ loans at that time was $2,489,000,000, 
of which $975,000,000 was for own account, 
$1,108,000,000 was for out-of-town banks, and 
$507,000,000 was for “others.” 

It will be seen that loans on own account 
are down nearly $700,000,000 since January 4, 
while for out-of-town banks they rose to June 
6 and have declined since, and for others— 
largely corporations—have continued to in- 
crease, being now over $800,000,000 more 
than on January 4. 

A relationship undoubtedly, exists between 
the decline in loans for “own account” and the 
increase of loans for “others.” In part the de- 
cline in the former is due to voluntary reduc- 
tion by the member banks, and part to loss of 
deposits converted by “out of town” banks and 
“others” for the purpose of taking advantage 
of the high interest rates offered on the ex- 
change. Such withdrawals have compelled a 
considerable reduction of loans by New York 
banks. It is obvious that in such instances 
they do not represent new money. 

The holders of stocks on borrowed money 
have shown strong determination to maintain 
their position, and considerable confidence is 
expressed in their ability to attract the needed 
funds from somewhere by offering rates high 
enough to bring them. Apparently they are not 
much concerned as to where the funds come 
from, but there is reason for thinking that 
their position has been weakened by the shift 
which has occurred. The New York banks 
recognize a certain responsibility to this 
money market which other lenders do not feel. 
The former avoid making a disturbance, while 
the latter are not near enough to the situation 
to think about it. The money from interior 
banks, from all parts of this country and for- 
eign countries, and the money placed by busi- 
ness corporations in an interval between their 
own needs, is a very uncertain reliance, 
likely to disappear when most needed. Much 
of it would take wings at the first vague hints 
of serious trouble, and all of it is here for more 
or less temporary employment. While it is 
not possible that all would go at once, a busy 
Fall season might effect a material reduction. 

The growth of this loan account is in dis- 
regard of Reserve policy, unquestionably 
weakens its effectiveness, and to an extent the 
prestige of the Reserve system is involved. 
What claim will these borrowers have upon 
anybody able to give help if they should find 
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themselves in need of it? Their reliance is 
upon the theory that a high rate will bring 
and hold the money, which raises a question 
as to possible effects upon the business situa- 
tion. Not one dollar of new credit is created 
by bidding up the rate, or can be created with- 
out additions to the reserves. Whatever the 
stock exchange gets by bidding higher rates is 
taken away from other uses, and surely noth- 
ing could be more absurd economically than 
that working capital should be taken from the 
industries to maintain the level of brokers’ 
loans. Nothing has been added to the produc- 
tivity of the industries or the earnings of the 
corporations by the increase of brokers’ loans 
in the last two years, and it is entirely irra- 
tional that excesses of speculation shall be 
made to burden industry. 


Importance of Sustaining the Reserve Authorities 


The member banks have two strong reasons 
for not making stock exchange loans at a time 
when they are borrowing of the Reserve banks. 
In the first place, such lending is in contraven- 
tion of their obligations to the Reserve sys- 
tem, of which they are a part; and in the 
second place, it is unsound banking to sacri- 
fice eligible paper for the purpose of lending 
upon ineligible paper. The successful opera- 


tion of the Reserve act contemplates that the 
member banks shall keep themselves amply 
supplied with eligible collateral for their own 


protection and that of the communities which 
they serve. It is known that there is none 
too much of such paper available, and it should 
not be needlessly used. The ‘explanation 
of the failure of hundreds of member banks 
in the last seven years is to be found in the 
fact that when the emergency came they were 
weak in collateral good at the Reserve bank. 
The Reserve authorities cannot be indifferent 
to a tendency toward this condition. 

The Reserve system is founded upon the 
idea of cooperation between the great body of 
scattered and independent banking units, to 
maintain ample reserves and to exercise a de- 
gree of wholesome control over the expansion 
of bank credit. Experience has taught beyond 
the possibility of doubt that such a system, or 
lack of system, as this country had before the 
Reserve system was established will break 
down utterly in every period of strain. Instead 
of being mutually supporting, it inevitably 
pulls apart. 

The Reserve banks are the custodians of the 
country’s gold reserves. They issue the elas- 
tic element of the currency, and are responsible 
for the maintenance of the gold standard. It 
is foolish to talk about the use of arbitrary 
power when the authority carrying such re- 
sponsibility seeks to control indiscriminate ad- 
ditions to its liabilities. It must be able to limit 
its liabilities and control its reserves. The ne- 
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cessity for some such control in the banking 
system is the fundamental reason for the Re- 
serve system. 


Every bank and business house, and every 
industrial and business interest should desire 
that the authority of the system in the dis- 
charge of its lawful functions shall be sus- 
tained. 


If the reserves of credit can be drawn upon 
indirectly, or forced out by stringency result- 
ing from demands which are not recognized 
by the Reserve act, they can be drawn upon 
indefinitely. Speculation and inflation create 
never-relaxing demands for more credit, until 
the collapse comes. There is no difference 
between such demands and the demands that 
existed all over Europe a few years ago for the 
printing of more paper money as fast as prices 
rose. But the time came in every country of 
Europe, not excepting Russia, when the peo- 
ple cried for the restoration of the gold stand- 
ard at any cost. 

There is reason to believe that the period of 
gold imports on a large scale is ended. If 
economic recovery continues over the world, 
the conditions which have brought such huge 
sums to this country in recent years will not 
be repeated. Whether or not we are at the 
end of gold shipments nobody knows, but how- 
ever that may be, the growth of industry and 
trade will call for a constantly increasing vol- 
ume of credit. Under these conditions credit 
should not be uselessly dissipated. Once it is 
released and enters into use it cannot be with- 
drawn without price readjustments which are 
disturbing to business and which occasion pre- 
cisely the uncertainties and controversies 
which are witnessed today. There is always 
pressure to release credit and always resistance 
to its retirement. 


The Immediate Future 


There is no way of making credit easier ex- 
cept by an increase of bank reserves or a falling 
off of demands. The rise of rates in this coun- 
try has lowered exchange rates on New York 
in London and other foreign centers, and 
started talk of the possibility of gold imports. 
But although short term money is higher here 
than in several foreign centers, that does not 
represent the general capital situation, and 
Europe is far from feeling that it should spare 
gold to the United States. Lower prices for 
our securities or for our holdings of European 
securities would be more likely to draw gold 
than short-term interest rates. However, for- 
eign banks certainly will discourage a gold 
movement of any consequence, and the Rescrve 
authorities will not encourage one, for the same 
reason as heretofore. Moreover, if gold should 
come, it probably would be used by member 
banks to reduce their rediscounts, unless in- 
terest rates in the market were very high. 
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The Reserve banks may replenish their hold- 
ings of government securities by purchases in 
the market. This is probable, as their holdings 
are low, but inasmuch as the commercial de- 
mand for money will be rising in the Fall, such 
a release of credit probably will do no more 
than offset to some extent the seasonal de- 
mand, without lowering interest rates. The 
member banks of course will be able to obtain 
Reserve credit at 5 per cent upon eligible col- 
lateral, but that offers no promise of money 
in the stock market at less than 6 per cent. 

On the demand side, of course greater 
changes are possible, but cannot be said to be 
probable. A general break in prices on the 
stock exchange would release credit, and if it 
was such a bréak as occurred in March, 1926, 
the entire situation would be quickly changed. 
On the other hand, if the liquidation of brok- 
ers’ loans must await the accumulation of capi- 
tal, the process will be slow. 

It may be expected that the credit tied up 
in new bond flotations will liquidate much 
more rapidly than the run of brokers’ loans, as 
underwriters are disposed to clean up, charg- 
ing whatever losses may be inevitable to earlier 
profits as part of the business. New flotations 
have fallen off greatly and there is sufficient 
current demand for investments to soon take 
care of present holdings. However, the 
amount of credit thus to be released is small in 
comparison with the total of brokers’ loans. 

The high interest rates for money naturally 
prompts some of the banks to realize on their 
bond-holdings. More or less apprehension of 
such action has been present in the bond mar- 
ket for several years, based upon the expecta- 
tion that the banks would be ultimately com- 
pelled to sell bonds in order to meet the grow- 
ing demand for commercial credit. The ex- 
tensive financing done by business corpora- 
tions through security issues, together with the 
increase of bank reserves through gold impor- 
tations, caused an indefinite postponement of 
such bank realizations. Present rates afford an 
inducement for sales, and from June 20 to July 
25 the investments of reporting member banks 
declined by $166,000,000. 


Are Stocks or Bonds Too High? 


This change illustrates the interplay of in- 
fluences exerted by interest rates in the long- 
term and short-term fields. The pressure for 
short money, mainly due to the high level of 
stocks, is now the dominant influence, and the 
inducement to supply that demand will affect 
the price of bonds unfavorably until a new 
equilibrium is established. How far bonds 
will decline will depend upon what conclusion 
the public finally comes to about the relative 
values of stocks and bonds. The idea has ob- 
tained considerable vogue that on account of 
the vast possibilities of proprietorship in 
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this wonderful country, stocks are entitled to 
sell upon as low current yields as bonds, but 
the daily news reports about the intensity of 
competition in all lines is calculated to support 
the old idea that there is some advantage in 
having a first claim on earnings. We are of the 
opinion that in the long run this view will pre- 
vail among people who have substantial sums 
to invest outside of their own management and 
control. At present, however, it can only be 
said that if the stock market breaks sufficiently 
to release substantial amounts of credit, money 
for all purposes will be cheaper and bonds will 
recover ; but on the other hand, if the believers 
in stocks as the best form of investment are 
strong enough to carry the stock market higher 
and absorb to that purpose an increasing share 
of the available credit, money rates of course 
will be higher and the bond business and all 
other lines of business activity will find it 
necessary to adjust their affairs to that situa- 
tion. 


The Bond Market 


The bond market during July drifted 
about listlessly and averages in most groups 
established new low records for the year. 
United States Governments and other high 
grade issues were particularly weak, due to 
substantial bank liquidation. Although the 
immediate future of bond prices is uncertain, 
being bound up so closely with the current 
money situation, there is nothing in the long 
range outlook which leads us to change our 
conviction that the present decline offers op- 
portunities for the long term buyer. 





United States Treasury Operations 

As a further step in his refinancing pro- 
gram, the Secretary of the Treasury an- 
nounced on July 5th a combined offering of 
long term Treasury 334% bonds for cash and 
in exchange for outstanding Third Liberty 
4%4s which mature on September 15th next. 
The new bonds will mature on June 15th, 1943, 
but are callable on four months’ notice on and 
after June 15th, 1940. The cash offering was 
for $250,000,000 at par, while the exchange 
offering was limited only to the amount of 
Third Liberty 4%4s tendered and accepted. 
The exchange offering was par for par but 
carried with it the provision for payment by 
the Treasury of the full six months’ interest 
to September 15th, 1928 on Third Liberty 44s 
surrendered in exchange. Total cash sub- 
scriptions, according to a later Treasury an- 
nouncement, amounted to $743,367,700 against 
which allotments were made totaling $251,- 
528,600. No official figures have yet been pub- 
lished as to the amount of Third Liberty 4%s 
tendered in exchange. 

In connection with his announcement of a 
Treasury surplus of $398,000,000 for the fiscal 
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year ended July Ist, 1928, the Secretary of 
the Treasury included a resume of the Treas- 
ury’s financial operations which showed that 
$367,000,000 of the surplus had been applied 
to the national debt, making, with other pay- 
ments, a total cut of $907,000,000 for the year. 
The outstanding Government debt was actual- 
ly reduced during the fiscal year from $18,- 
511,000,000 to $17,604,000,000. 


Municipals 

The lethargy in municipals so evident in the 
month of June continued during the current 
month and prices sagged to lower levels. 
Higher grade State and City issues which 
earlier in the year were selling at from 3.85% 
to 4% are now obtainable at prices to yield 
around 4.10 to 4.25%. A fair volume of buying 
in larger blocks has recently developed as a re- 
sult of price changes. The dealer situation is 
practically unchanged from a month ago ex- 
cept that some dealers who had been reluctant 
to readjust their prices have recently shown 
a willingness to bring offerings more nearly 
into line with the market. 

A considerable buying of municipal bonds by 
life insurance companies may be expected as a 
result of the recent decision by the United 
States Supreme Court that the method of de- 
termining insurance company taxes followed 
by the Collector of Internal Revenue is such 
as to amount to an actual levy of taxes against 
tax exempt income. The Supreme Court de- 
cision prohibiting the inclusion of tax exempt 
income within the range of the 12% corpora- 
tion income tax, has the practical effect of in- 
creasing the yield on tax exempt securities 
when held by an insurance company. A tax 
exempt bond yielding 4.25%, for instance, be- 
comes equivalent under this decision to pur- 
chase of a taxable bond returning about 4.80%. 
There has already been a fair amount of 
municipal buying by life insurance companies 
as a result of this decision and it is to be ex- 
pected that a constantly growing volume of 
good municipal securities will find lodgement 
in the portfolios of life insurance companies, 


The Fruit Growing Industry of 
the Pacific Coast 








The cooperative fruit growers’ associations 
of the Pacific Coast have been known as among 
the most successful cooperative organizations 
developed by producers anywhere, and their 
achievements have been commonly referred to 
as illustrating what cooperative organization 
may do for producers in fruit-growing and 
agriculture. 

It is not our purpose to challenge these rep- 
resentations. What follows is not intended to 
reflect upon the associations, for we do not 
know how they could have prevented the un- 


desirable expansion which has occurred in 
recent years. At this time, however, when so 
many people appear to have taken up with the 
idea that the law of supply and demand is an 
out-of-date formula, it seems pertinent to give 
a few extracts from a recent circular * issued 
by the College of Agriculture of the University 
of California, showing the situation of the fruit 
industry in California. 


The circular gives three tables, to-wit, show- 
ing: 

1—Falling off of acreage in field crops.- 

2—Increase of acreage in fruit. 

38—Price changes in principal fruit crops. 


The tables and a portion of the comment 
follow: 


Percentage Change in the Acreage of Certain Field 

Crops in California Between 1919-1920 and 1924-1925 
Crop Percent Crop 
Wheat Sugar beets 
Grain sorghums Oats 
Corn Barley 
Beans Hay (tame) 
Rice Field crops 
Potatoes 


Per cent 
— 30 
— 22 
— 19 
— 13 
— 26 


Percentage Change in Total Acreage of California 
Fruits Between 1920 and 1925 


Per cent Crops 
Cherries 
Prunes 
Oranges 
Lemons 
Table grapes 
Raisin grapes 
Juice grapes 
Total grapes 


Crops 
Figs 
Grapefruit 
Almonds 
Apricots 
Pears 
Peaches 
Plums 
Walnuts 
Olives 


Grand total 


Per cent 





The relatively high prices of fruit were the chief 
cause for this enormous increase, It will be recalled 
that the prices of the great staple crops were very 
low in 1921 and 1922. On the other hand, the prices 
of most of our fruit crops remained high. While the 
corn and wheat farmers of the Middle West were in 
many instances going broke, the fruit farmers of Cali- 
fornia were still riding on the wave of prosperity. 
And evidently many of us believed that this period 
of prosperity would continue indefinitely. So we 
went blithely on our way planting more and more 
fruit. 


Percentage Change in Prices of California Fruits 
Between 1921-1922 and 1926-1927 


Percent Crops 
Almonds 
Walnuts 
Cherries 
Oranges 
Table grapes 
Juice grapes 
Raisin grapes 


Well, what was the result? Just exactly what we 
might have expected. Prices began to drop. The 
minus signs which indicate a decline in price become 
almost monotonous in their regularity. There have 
been price declines in figs, prunes, plums, peaches, 
olives, pears, and all classes of grapes. Fortunately 
there are a few bright spots. Apricots, almonds, wal- 
nuts, cherries, and oranges are still in a favorable 
price position. But this in itself does not carry the 
guarantee that they will always remain there. 


Crops 
Figs 
Prunes 
Plums 
Peaches 
Olives 
Pears 
Apricots 


Per cent 
+ 2 
+ 10 
+ 18 
+ 27 
— 64 
— 39 
— 33 


* Circular 18, April, 1928, University of California, 
Berkeley, 
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* * * Growers followed a logical course of action in 
turning from the production of low-priced staple crops 
to high-priced fruit crops, but unfortunately they 
went too fast and too far. * * 


It is stated that ue peach growers received 
lower prices in the past year than in any other 
year since 1910, excepting 1915, and that one 
obvious reason was that the canned pack in- 
creased from 2,500,000 cases in 1910 to 14,500,- 
000 cases in 1926 and 11,200,000 cases in 1927. 
Recent reports indicate a crop equal to 17,000,- 
000 cases in 1928, reckoned on the usual basis, 
but it is understood that this will be cut 
to about 13,000,000 cases by the elimination 
of all but fruit of the first quality. 

One of the best known of the California co- 
operative associations is that of the raisin 
growers. The circular says of the grape situa- 
tion: 

“Raisin and table grape prices have been unprofit- 
ably low for several years. These low prices were 
a result of an enormous increase in production. The 
increase in production, in turn, was caused chiefly 
by the relatively high prices of all classes of grapes 
between 1919 and 1921. This three-year period was 
undoubtedly the most prosperous three-year period in 
in the history of the grape industry. The high tide 
of prosperity greatly stimulated plantings. Within 
the brief period of three years about 220,000 acres of 


vineyards were planted in this state, and in one year 
alone nearly 100,000 acres.” 


The New York Journal of Commerce of 
July 14th, discussing the raisin situation on 
its market page, says: 


One liberal production of raisins has followed so 
quickly upon another that a complete clean-up of 
earryover for the past few years has not been pos- 
sible. 

Today California has a large tonnage of 1927 raisins 
still unmarketed, estimated at over 100,000 tons, with 
a new crop of 300,000 tons on the vines and ready 
to begin to flow to the consuming markets in the 
near future. Foreign markets have been developed 
during recent years and, while domestic outlets have 
been expanded, their growth has not been fast enough 
to absorb the output. Numerous efforts have been 
made to stabilize the industry, particularly during 
the past few months when growers, packers, bankers 
and others have been trying to secure some working 
agreement by which the present carryover might be 
moved for the best interests of all concerned. 

The co-operative associations are regarded as the 
dark horses in the marketing of the fruits which they 
handle for their grower members. Not one of them, 
in the dried fruit line, is as strong in the matter 
of tonnage or grower membership as during the peak 
of their power after the World War, when several 
of them dominated the fields in which they operated. 


We repeat that we do not offer this informa- 
tion as reflecting upon the management of the 
associations, although it is pertinent to say 
that many of the associations have undergone 
reorganization. | We are disposed to think 
that too much was expected of the manage- 
ments. Doubtless the organizations have ren- 
dered valuable services. It may be that they 
helped to create the prosperity which 
prompted the over-development, but no skill 
of management could have prevented a decline 
of prices under such a weight of production. 

This was a case where an ounce of preven- 
tion would have been worth fully a pound of 
cure, and it would seem that in no way could 


the cooperatives accomplish more than in sup- 
plying their members with advance informa- 
tion and advice which would tend to stabilize 
production. However, it must be considered 
that the cooperatives did not control all of the 
land suited to fruit growing, and whether this 
expansion took place within or without the 
associations would make no difference in final 
results. An effort to control it probably would 
have depleted the membership of the associa- 
tion, as the fall of prices is reported to have 
done. 

The tables demonstrate the well known truth 
that producers go out of things that pay poorly 
and into things that pay well until a general 
equilibrium is established; and this includes 
the larger lesson which so many people refuse 
to accept, that the general level of compensa- 
tion in agriculture as compared with the other 
industries is determined by the number of 
people who voluntarily choose farming as their 
business and the quantity of products which 
they put on the market. 

It is evident that the apprehension some- 
times expressed that world wheat pools and 
other forms of producers’ organizations may 
adopt policies that will be oppressive to the 
consuming masses may be dismissed. There 
is no possibility of such community of interests 
among the producers of all kinds of foodstuffs 
as would at the most do more than modify the 
extreme price fluctuations—which would be an 
achievement altogether desirable. After all is 
said for the cooperative associations that they 
can hope to justify, farming will remain a 
competitive business, like everything else, and 
the main chance of the individual farmer will 
be in producing more to the acre and per 
worker, and therefore at lower cost, than the 
average of his competitors. 


Population Shifts 


Of course, the denizens of cities and towns 
always have the privilege of becoming farmers 
and the farmers always have the privilege of 
changing to other occupations, and this free- 
dom of movement is the final regulator of rela- 
tions all around the industrial circle. Such 
changes are always occurring, with important 
numbers of people constantly moving to and 
from the farms. The Department of Agricul- 
ture has published estimates of such popula- 
tion changes in recent years, as given below. 
Births and deaths are not taken into account. 


Persons Leaving Persons Leaving 
During Farms for Cities and from Farms toe 
Year Cities and Towns Towns for Farms Cities and Towns 


1922 2,000,000 880,000 1,120,000 
1924 2,075,000 1,396,000 679,000 
1925 1,900,000 1,066,000 834,000 
1926 2,155,000 1,135,000 1,020,000 
1927 1,978,000 1,374,000 604,000 


Net Movement 


It may be assumed that these changes are 
made by persons who consider it to their ad- 
vantage to make them, and that there is at 
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all times an important body of people whose 
circumstances are such that they are close to 
the boundary line of choice as between town 
and country. Therefore, the changes are made 
by the persons who can most conveniently 
make them and do not necessarily signify seri- 
ous sacrifices. The changes most readily made 
are those by young people, unencumbered, and 
making their first choice of an occupation, and 
these are an army in themselves. 


The Lake Cargo Coal Case 


The lake cargo coal controversy has a pros- 
pect of being famous in railroad rate-making 
history, and already is notable enough to justi- 
fy a review. It is especially interesting 
because of the lesson it affords of the danger 
involved in the exercise of discretionary 
powers by commissions in fields where rival 
sectional and group interests may either in- 
fluence action or be supposed to have done so. 


The controversy, which has agitated the 
coal industry in the middle west for many 
years, arose over rates on bituminous coal 
from rival fields in Ohio, Pennsylvania and 
the Panhandle of West Virginia, known as 
the northern fields, and southern West Vir- 
ginia, eastern Kentucky and Tennessee and 
southwestern Virginia, known as the southern 
fields, to ports on Lake Erie, en route to the 
consuming markets of the west and north- 
west reached through the ports on lakes 
Michigan and Superior. It involves one of the 
three great commodity movements on the 
Great Lakes, to wit, of grain, iron ore and 
coal. 

Mines in Indiana and Illinois, which par- 
ticipated in the same trade by all-rail trans- 
portation have been concerned in the case and 
have intervened as interested parties, con- 
tending against the low rates wanted by the 
southern districts, but the struggle has been 
mainly between the parties first named. The 
following table shows the volume of coal ton- 
nage moved from these districts in the years 
named, and the changing division of it shows 
the cause of the controversy: 





LAKE CARGO COAL TONNAGE 
(Thousands) 


% of 
change 
from 1911 
Shipped from 1911 1916 1923 1925 to 1925 


Northern Districts....13,665 14,070 14,594 4,740 — 65.3% 
Southern Districts... 7,290 10,623 14,309 21,593 +196.2% 
Total Lake Cargo 

COAL ueseccsssscsersreesvereere20,955 24,693 28,903 26,888 + 25.7% 





It will be seen that during the period 1911- 
1925 the southern districts were progressively 
absorbing not only the entire increase of this 
tonnage, but 65 per cent of the share which 
the northern districts had in 1911, although, 
as a glance at the map will show, the southern 


coal was passing practically through the 
northern districts. Naturally the northern 
districts were restive under this loss of busi- 
ness, and during all of this time were claiming 
that the rail rates were discriminatory in favor 
of the southern districts. 

The hauls from the southern districts are 
considerably longer and the charges at all 
times have been higher, but not proportion- 
ately higher. As is well known, rates are 
seldom proportionately higher for a longer 
haul under like conditions, and in this case a 
United States Court has said that a rate based 
upon anything like a mileage basis would have 
excluded the southern coal from the lake cargo 
market. 


At the hearings before the Interstate Com- 
merce Commission the public service commis- 
sions of Wisconsin and Minnesota and several 
Chambers of Commerce of cities in those states 
intervened in behalf of consumers, urging that 
nothing be done that would prevent the south- 
ern districts from competing in the coal trade 
of the region tributary to the lakes. 


In the main the competing districts are 
served by different railroads, and the rates in 
question were fixed originally under purely 
competitive conditions, before the Interstate 
Commission became a factor in them. At 
that time the differential was much smaller 
than it has been since. The Commission first 
took a hand in the rate-making in 1912, when 
it raised the differential between the Pitts- 
burgh and Kanawha districts from 9 cents to 
19 cents per ton. In 1917 in a general adjust- 
ment of rates, the differential was raised to 
25 cents, and this was maintained throughout 
all subsequent adjustments until by order of 
the Commission issued May 9, 1927, it was 
increased to 45 cents. The rate from the 
Pittsburgh district at this time was $1.66 per 
ton and from the Kanawha district $1.91. In 
1925 the northern districts petitioned the 
Commission, alleging that their rates were un- 
just and prejudicial per se, unduly prejudicial 
as compared with rates from other districts 
in the Appalachian region, and that the rates 
from the other districts were unduly preferen- 
tial. The Commission decided against them, 
but by a 6 to 5 decision. 


Union and Non-Union Labor Fields 


At this point it is pertinent to refer to a 
factor in the shift of tonnage from the north- 
ern to the southern districts of which very 
little appears in the record, but which there 
is reason to believe was of dominating im- 
portance. The Ohio and Pennsylvania dis- 
tricts at that time were union districts, oper- 
ating under contracts with the United Mine 
Workers, while the southern districts named 
were non-union, operating under a lower 
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wage-scale. After April 1, 1924, when the 
Jacksonville scale went into effect in the 
northern districts, operations in all non-union 
districts expanded at the expense of the union 
districts, and this tendency continued until 
practically all union mines which were in close 
competition with non-union mines were com- 
pelled to either suspend operations or adopt a 
non-union policy. The famous correspondence 
between Mr. Stone, of the Brotherhood of 
Locomotive Engineers, and Mr. Lewis, of the 
United Mine Workers, over the Brotherhood 
mines will be remembered. 

The northern districts did not rest with the 
decision against them in July, 1925, but peti- 
tioned for a rehearing, and on Mzy 9, 1927, the 
Commission reversed itself, permitting a reduc- 
tion of 20 cents per ton on the rates from the 
northern districts, which raised the differential 
to 45 cents per ton. The reversal was based 
primarily upon representations of depressed 
conditions in the Ohio and Pennsylvania dis- 
tricts, supported as they were by the showing 
of the loss of tonnage to the southern districts. 
The Commission held that upon a more com- 
plete record it had reached the conclusion that 
the rates from the southern districts were un- 
duly favorable to them and prejudicial to the 
northern districts, and said: 


At the time of the original hearings the coal min- 
ing industry in Ohio and Pennsylvania was in a com- 
paratively prosperous condition. Since then 12,000 
to 15,000 miners have left the Ohio mines, there has 
been a large increase in the number of vacant houses 
in the mining communities, and merchants have 
large amounts of unpaid accounts upon their books. 
In the Pittsburgh district miners have been given 
help in getting transportation to the southern fields, 
from 1921 to 1925 the number of employees engaged 
in coal mining decreased 20 per cent, while employees 
in other industries increased 40 per cent, and the coal 
business is in a depressed condition. It does not ap- 
pear that all this is due solely to the rate adjustment, 
but if that adjustment is improper it is our duty to 
correct it so far as possible, and we must give considera- 
tion to the conditions existing in the industry under the 
provisions of the Hoch-Smith resolution. 


The lines italicised (by us) introduce another 
factor in the decision, to-wit, the Hoch-Smith 
joint resolution of Congress, referred to again 
below. 

Following this May, 1927, decision the car- 
riers serving the southern fields filed schedules 
reducing their rates to the lake ports to corre- 
spond with the reduction from the northern 
fields, to wit, by 20 cents per ton. The Inter- 
state Commission at once suspended these 
rates, and after granting a hearing cancelled 
them, leaving the differential at 45 cents. 


In denying this reduction the Commission 
again referred to the Hoch-Smith resolution 
in justification, saying: 


(4) To accord to a carrier the right to transport 
a substantial portion of its tonnage at rates upon the 
obviously low level here proposed, while giving no re- 
lief to the agricultural industry, including livestock, 
which Congress has declared to be in a depressed con- 
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dition and entitled to the lowest possible lawful rates 
consistent with the maintenance of an adequate 
transportation system, is counter to that mandate. 
The Hoch-Smith resolution is not directed to the 
carriers; it is directed to us. Carriers who seek our 
approval of rate proposals will be expected to show 
that a finding of justification can be made con- 
sistently with the policies outlined for us in the 
a ey This has not been done in this proceed- 
ng. * * 


The purport of this argument is that under 
the Hoch-Smith resolution the Commission 
was obligated to favor agriculture by giving it 
the benefit of any rate reductions that might 
be possible, and that the reduction under re- 
view involved a sacrifice of revenue in viola- 
tion of the intent of the resolution. Apparently 
this interpretation of the Hoch-Smith resolu- 
tion would make the agricultural situation a 
factor in every proposal to alter rates, upon 
any class of freight. 


An Appeal to the Courts 


The southern operators then brought suit 
in the United States Court for the South- 
ern District of West Virginia for an injunction 
against the enforcement of the Commission’s 
order cancelling the rate reduction from the 
southern fields, and on April 14, 1928 the 
Court granted the injunction. In its decision 
the Court said that evidently the Commission 


“was primarily concerned not in fixing rates but in 
fixing the differential which was to prevail between 
the two fields; and that, in expanding the differential 
to 45 cents and in refusing to allow the old differen- 
tial of 25 cents to be restored, the Commission based 
its action upon the shift of tonnage from the north- 
ern to the southern field and the industrial conditions 
resulting therefrom. * * * It must be manifest 
that increasing the differential to meet such a situa- 
tion is not regulation of rates but regulation of in- 
dustrial conditions under the guise of regulating 
rates. It means nothing more nor less than that 
because one community is able to produce coal more 
cheaply than another and thereby get a large share 
of the business which has been going to the other 
even though paying a considerable differential in 
freight, the Commission is placing upon it a handi- 
cap by increasing the differential in rates and there- 
by equalizing the advantage which it has in a low 
cost of production. It matters not what this may be 
called, it is in essence a regulation of industrial con- 
ditions through manipulation of rates. * * * How 
could a competitor who is complaining be injured by 
a rate higher than his rate? The question answers 
itself. He could not be injured by the higher rate. If 
there be injury it is because of difference in other con- 
ditions, not rates; and if the differential be increased 
in favor of the community enjoying the lower rates, 
it is not the baneful effect of rates which is removed 
but the effect of unequal industrial conditions, which 
is obviated by increasing the difference in rates in 
favor of the community already enjoying the lower 
rate.” 


The Court quoted from the body of the 
Hoch-Smith resolution as follows: 


That the Interstate Commerce Commission is 
authorized and directed to make a thorough investi- 
gation of the rate structure of common carriers sub- 
ject to the Interstate Commerce Act, in order to 
determine to what extent and in what manner existing 
rates and charges may be unjust, unreasonable, un- 
justly discriminatory, or unduly preferential, thereby 
imposing undue burdens, or giving undue advantage 
as between the various localities and parts of the 
country, the various classes of traffic, and the various 
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classes and kinds of commodities, and to make, in 
accordance with law, such changes, adjustments, and 
redistribution of rates and charges as may be found 
necessary to correct any defects so found to exist. 
In making any such change, adjustment, or redistri- 
bution the Commission shall give due regard, among 
other factors, to the general and comparative levels 
in market value of the various classes and kinds of 
commodities as indicated over a reasonable period 
of years, to a natural and proper development of the 
country as a whole, and to the maintenance of an 
adequate system of transportation. In the progress 
of such investigation the Commission shall, from time 
to time, and as expeditiously as possible, make such 
decisions and orders as it may find to be necessary 
or appropriate upon the record then made in order 
to place the rates upon designated classes of traffic 
upon a just and reasonable basis with relation to other 
rates. Such investigation shall be conducted with due 
regard to other investigations or proceedings affecting 
rate adjustments which may be pending before the 
Commission. 

In view of the existing depression in agriculture, 
the Commission is hereby directed to effect with the 
least practicable delay such lawful changes in the rate 
structure of the country as will promote the freedom 
of movement by common carriers of the products of 
agriculture affected by that depression, including live- 
stock, at the lowest possible lawful rates compatible 
with the maintenance of adequate transportation ser- 
vice: Provided, * * * 


The Court says that this resolution does no 
more than authorize relief against rates found 
to be unjustly discriminatory or unduly prefer- 
ential, thereby imposing “undue burdens or 
giving undue advantages,” which cannot be 
the case where the complaining locality actual- 
ly has a lower rate than the competitor of 
whom it complains. The court continues: 


So far as the general language of the resolution 
is concerned, to the effect that the conditions which 
prevail in industry should be considered in adjusting 
freight rates to the end that commodities may freely 
move, this is no more than a general declaration that 
freight rates shall be adjusted in such way as to 
provide the country with an adequate system of trans- 
portation, and Congress certainly did not intend by 
this language to create in the Commission an eco- 
nomic dictatorship over the various sections of the 
country with power to kill or make alive. If the Com- 
mission has the right in a rate adjustment to consider 
the shift in traffic to a community already paying a 
higher rate and act upon it as one of the factors in 
still further widening the rate differential, its power 
to control the economic development of the country 
is practically unlimited. The shift in cotton manu- 
facturing, in fruit growing, in furniture manufactur- 
ing, in short in every branch of industry, will become 
a matter for consideration by the Commission; for all 
depend upon freight rates, all have rates in which the 
differential between long and short hauls is narrow 
and all experience periods when there are shifts of 
traffic from one section to another due to varying in- 
dustrial conditions. We feel perfectly certain that 
Congress did not intend to vest such power in the 
Commission. And the fact that the Commission 
seemed to consider that the Hoch-Smith resolution 
required it to consider or give effect to industrial con- 
ditions and the shift of traffic, or at least showed a 
spirit and purpose in that regard which should be 
deferred to, is of itself sufficient to invalidate the 
order complained of. 


An appeal has been taken on behalf of the 
Commission to the Supreme Court, but inas- 
much as the injunction now stands the reduced 
rates from the southern fields have gone into 
effect. That, however, was not the end of the 
play, for the roads serving the northern fields 
promptly filed another 20 cent reduction. This 
was protested by the southern producers and 


railroads, but promptly confirmed by the Com- 
mission. Of course this involves a further 
sacrifice of revenues, but the Commission evi- 
dently was resolved to stand by its guns. 
Thus the rates from the northern and southern 
fields became $1.26 and $1.71 respectively with 
the differential restored to 45 cents. 

By this time the officials of all the railroads 
were thinking that it was up to them to do 
something to protect the revenues, and at a 
meeting they agreed to settle the controversy 
so far as they were concerned by the old- 
fashioned method of splitting the difference, 
fixing the differential at 35 cents. This change, 
however, will not go into effect until Decem- 
ber 31, after which the rates will be $1.46 and 
$1.81. Meantime the Supreme Court may 
render a decision which will tell how much 
the Hoch-Smith resolution has to do with the 
case. 

Political Aspects 


The decision of the Commission of May 9, 
1927, based upon depression in the northern 
coal fields aroused much feeling in the south- 
ern fields, where it was regarded as done to 
equalize competitive conditions which the 
Commission had no right to take into account. 
In this connection it may be added that while 
the rehearing of the northern petition was 
pending, a miners’ union in Illinois intervened 
with a plea that the southern rates should be 
raised because of the lower wage scale which 
the southern mines were paying, but the Com- 
mission replied that it was no part of its duty 
“to compare wage scales and other expenses 
and incidents of industrial operations or the 
source or economic conditions stressed by 
the intervenor.” 

Nevertheless, the belief has prevailed in the 
southern districts that this was precisely 
what had been done. The state of feeling is 


_illustrated by the fact that at about that time 


a vacancy having occurred on the Commission, 
President Coolidge appointed a reputable citi- 
zen of Pittsburgh to fill it, but the appoint- 
ment excited opposition in the southern coal 
districts on the ground that Pittsburgh busi- 
ness and political interests might influence his 
attitude on this issue, and the Senate refused to 
confirm him. Later, the term of Commissioner 
John J. Esch, of Wisconsin, having expired, 
the President reappointed him. He was one 
of the Commissioners who had reconsidered 
his vote on the coal case, and the Senate re- 
jected him also, openly for that reason. 

Mr. Esch is a man of long and honorable 
public career, and however opinions may differ 
upon the case at issue, it is much to be re- 
gretted that a man of his character should 
be subjected to the humiliation of ejection from 
office on account of a decision honestly ren- 
dered in a judicial capacity. It is calculated to 


130 





influence officials in such positions, whose 
judgments are supposed to be independent, to 
shape their decisions with a view to avoiding 
Senatorial disapproval. What was done, how- 
ever, is significant as showing the intensity of 
feeling over the decision, and, as said at the 
beginning of this article, the entire case is sug- 
gestive of the danger of too much regulation 
by governmental agencies. It is clearly per- 
tinent to such proposals as that to “establish 
equality” between the different industries and 
between commodities produced in different sec- 
tions of the country. What might be expected 
of efforts by a Farm Board such as proposed 
by the McNary-Haugen bill, to establish 
“equality” between corn, wheat, cotton, butter, 
cattle, hogs, tobacco, rice, etc., etc.? 


The Hoch-Smith Resolution 


The Hoch-Smith joint resolution as origin- 
ally introduced in the Senate, March 24, 1924, 
by Senator Smith was in very brief and direct 
form, as fully set forth herewith: 


Joint Resolution, declaring agriculture to be the 
basic industry of the country, and for other purposes. 

Resolved by the Senate and House of Representa- 
tives of the United States of America in Congress as- 
sembled, That agriculture is hereby declared to be 
the basic industry of this country; and that it is the 
policy of Congress to promote, encourage, and foster 
the agricultural industry, in furtherance of which the 
Interstate Commerce Commission is hereby directed 
to effect such changes in the general rate structure 
of the country as will promote the freedom of move- 
ment by common carriers of the products of agricul- 
ture, including livestock at the lowest possible rate. 


The Senate amended the bill by making the 
terms a little more general, declaring it to be 


the true policy in rate making to be pursued by the 
Interstate Commerce Commission in adjusting freight 
rates, that the conditions which at any time prevail 
in our several industries should be considered in so 
far as it is legally possible to do so, to the end that 
commodities may freely move with fair profit to the 
producer and be sold at a reasonable price to the 
consumer. 


The bill was reported in the House by Mr. 
Hoch, from the Committee on Interstate and 
Foreign Commerce, considerably changed and 
practically as it finally passed both Houses. 
It contains the following preamble and general 
declaration of purpose: 


(Public Resolution—No. 46—68th Congress) (S. J. 
Res, 107) 

Joint Resolution Directing the Interstate Commerce 
Commission to take action relative to adjustments in 
the rate structure of common carriers subject to the 
Interstate Commerce Act, and the fixing of rates and 
charges. 

Resolved by the Senate and House of Representa- 
tives of the United States of America in Congress 
assembled, That is is hereby declared to be the true 
policy in rate making to be pursued by the Interstate 
Commerce Commission in adjusting freight rates, that 
the conditions which at any given time prevail in 
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our several industries should be considered in so far 
as it is legally possible to do so, to the end that 
commodities may freely move. 


The remainder is quoted in the decision of 
the Court as given above, excepting the last 
proviso, which is to the effect that no proceed- 
ing under the resolution shall be permitted to 
delay cases already pending before the Com- 
mission involving rates on agricultural prod- 
ucts, and that such cases shall be decided in 
accordance with the resolution. 


Although the original draft is materially 
changed by making the resolution applicable 
to the various classes of traffic and all kinds of 
commodities, it seems apparent that the Hoch- 
Smith resolution is mainly responsible for the 
mess over lake cargo coal rates. In any other 
sense than as the District Court has interpreted 
it, the resolution is an example at once of im- 
propriety and futility. The reduction of freight 
rates on fresh deciduous fruits from the Pacific 
Coast in August, 1927, to compensate in part 
for the fall of prices due to over-production 
was in pursuance of the resolution, and by the 
time the rates from all competing regions are 
reduced accordingly the only factor in that 
situation remaining unchanged will be the rail- 
road charges. The great fruit and vegetable 
business of the Pacific Coast has been made 
possible by railroad service, but the railroads 
had no responsibility for its over-development, 
and there is now no evidence that the growers 
have been benefited by the rate reductions. 

It is a common experience that benefits con- 
ferred upon an entire industry are not retained 
by the industry, but passed on. The reduction 
of freight rates on fruit might be supposed to 
cheapen fruit in the eastern markets and thus 
increase consumption, but in fact the reduc- 
tion made upon car load rates, while important 
to the roads, is so small an amount per pound 
(13/100 of 1 cent) as to be lost in the retail 
price. 

It may be added that while the Commission 
has been studying the agricultural situation 
exhaustively, live stock of all kinds has defi- 
nitely recovered from the depression referred 
te in the resolution, and numerous other farm 
products have recovered, been depressed and 
recovered again several times, as frequently 
happens with commodities the production of 
which varies considerably from year to year. 
The only stable condition in the situation has 
been the maintenance of railroad earnings con- 
tinuously below the “fair return” named by 
the Commission. 
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